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ECONOMIC TRENDS 


The French economy began to turn up in the second quarter of 1981 supported by 
reflationary measures taken by the Socialist government installed in May. The 
recovery in consumer spending fueled by the June hike in the minimum wage and 
accompanying increases in transfer payments led to increased economic growth 
in the second half of the year, but the first months of 1982 saw a pause in 
the upturn in business activity (-0.1 fall in first quarter GDP). Observers 
believe that growth resumed during the second quarter of 1982 as a generalized 
wage increase, supported by minimum wage increases, increased disposable 
income and as restocking resumed. A certain risk remains, however, that in 
the absence of a prompt improvement in external demand, the increase in 
personal consumption will be partially translated into a deterioration of the 
current account. The current account deteriorated seriously in the fourth 
quarter of 1981. Trade figures for the first months of 1982 showed no further 
increase in the deficit, but it again sharply deteriorated in April. 


French economic strategy had been predicated on renewed growth in other 
industrialized countries before reflation of domestic demand led to an 
untenable current account deficit. When international expansion did not 
occur, market pressure against the franc became overwhelming. The franc was 
devalued by 5.75 percent against the European Monetary System's and the 
Germans revalued the mark by 4.25 percent. This is the second devaluation in 
nine months. In October 1981 the franc was devalued by 3 percent. With the 
June devaluation, the French government announced policy changes to fight 
inflation and measures taken included a wage-price freeze, further limits on 
government spending and a partial reform of the social security system. 


Disposable personal income rose by about 2 percent in 1981, and household 
consumption expenditures increased by about the same magnitude. Although 
preliminary and fragmentary indications based on retail sales figures and 
business surveys for the early months of 1982 point to a slowdown in the 
growth of consumer demand, preliminary GDP figures indicate a sharp increase 
in consumption demand (1.3 percent during the first quarter, for an annual 
rate of 5.5 percent). The rapid growth in wages and the government's program 
of increasing the minimum wage by a further 5 percent in real terms and 
further planned increases in transfer payments should lead to a pick-up in 
consumption from the second quarter on. 


Investment, which had been on downward trend in most of 1980, continued to 
decline through 1981. Business fixed investment, which makes up somewhat more 
than half of gross fixed capital formation, fell sharply through the first 
three quarters of 1981. Factors inhibiting investment included decreased 
utilization of capacity, a deterioration in the ability of firms to finance 
investment from revenues and high interest rates. As in other industrialized 
countries, residential housing investment continued to suffer severely from 
high interest ratese Housing starts declined and the recession in this sector 
continues. During the last quarter of 1981, there was a slight upturn in both 
business investment and in public sector investment, but survey data of 
industrial investment plans for the early months of 1982 indicate a further 
weakening. While survey data point to a continued deciine in private 
investment and low profit levels and high interest rates continue to exert 





their influence, the outlook is probably for a stabilization of private 
investment during 1982 if consumer demand increases and interest rates decline. 


Public investment -- both in public works and in state-owned enterprises -- 
also decreased in 1981, reflecting plans drawn up by the previous government. 
Investment by the expanded nationalized sector can be expected to increase in 
1982 as government decisions begin to take effect and as new money is 
channelled to them by government policy. 


The growth in French unemployment, as in several other European countries, has 
been caused by a steady rise in productivity in conjunction with a demographic 
bulge, leading to a decline in the number of manufacturing jobs. Between 1975 
and 1980, the overall productivity growth rose 2.5 - 3 percent per year while 
demographic factors and rising participation rates added about 6 percent to 
the labor supply. A similar -- although slightly lower -- expansion can be 
projected through 1985. The number of jobs, on the other hand barely rose 
above the level it had reached before the 1975 recession; total employment 
declined slightly in 1980 and sharply in 1981. A steady drop in manufacturing 
sector employment began in 1974, in conjunction with annual productivity 
increases which sometimes reached 5 percent per year. The loss of 
manufacturing jobs has been only partly offset by creation of new jobs in the 
service sector. 


Unemployment has been climbing more or less steadily since 1975. After 


stabilizing in early 1980, it began to accelerate sharply through 1981, and by 
early 1982 had reached 8.7 
supply through the next few years, stabilization of unemployment at its 


percent. Given the projected trends in labor 
present rate will require creation of about 200,000 jobs per year. 


The French government has made the fight against unemployment its number one 
priority. It has set a target for creation of 71,000 jobs in 1982 and 85,000 
jobs in 1983 in the public sector. It has also established a system that 
allows firms to contract for a reduction in social security contributions or 
for subsidies to early retirement pensions in exchange for hiring new 
personnel. The Government had hoped to stimulate employment via work-sharing 
by reducing the number of hours in the legal work week. The first stage was a 
reduction from 40 to 39 hours, effective as of January 1982. It was initially 
thought that wages would be reduced along with working time (except for the 
lowest-paid workers), but the measure as adopted provides for maintenance of 
monthly wages. In this form -- which is equivalent to an increase in the 
hourly wage rate -- the measures cannot be viewed as a stimulus to 

employment. While the Government has not abandoned its goal of reducing the 
work week to 35 hours by 1985, it has announced that there will be no further 
legislated reductions in 1982 or 1983. 


Wage formation in France is decentralized. Some wages are set by collective 
bargaining at the industry or firm level; in other cases labor market 
conditions predominate. The minimum wage, however, is set by the Government 
and is automatically adjusted proportionately for each rise in the CPI. 
Additional raises in the minimum wage are made from time to time at the 
discretion of the Government. On June 1, 1981, the Government raised the 
minimum wage by 10 percent. This raise contributed to a 4.5 percent increase 
in nominal hourly wages during the second quarter. For the year, nominal 





hourly wages rose by 16.3 percent, while in real terms the increase in 
purchasing power was 2.0 percent. On a national income accounts basis, 
disposable income, taking into account non-wage income, taxes and transfer 
payments, rose by 16.1 percent or by 1.8 percent in real terms. For the 
latter part of 1982, the government intends a further boost in the minimum 
wage, but as part of the devaluation package, will attempt to maintain a 
temporary freeze of other wages. 


Throughout the past decade, France has consistently had a higher rate of 
inflation than the average of industrial countries. Consumer price increases, 
which were beginning to decelerate slightly toward the end of 1980, 
accelerated again in the beginning of 1981, rising to an annual rate of almost 
15 percent before declining toward the end of the year to finish at a 
year-on-year increase of 14 percent. On a national income accounts basis, the 
more broadly based GDP deflator rose by 11.8 percent; export prices rose by 
13.5 percent and import prices rose by 18.8 percent. The large increase in 
import prices took place against the background of a depreciating 
trade-weighted exchange rate, due in particular to the strength of the 

dollar. The devaluation of the franc in June of this year will inevitably 
boost prices of imports. The government has announced a four-month wage and 
price freeze to limit the effects of the devaluation from being passed on to 
domestic value added. 


The deliberate stimulus of demand, along with other measures aimed at 
fostering domestic supply has been accompanied by sharp increase in the budget 
deficit. The public sector deficit -- including national and local 
governments and social security -- went from a surplus of 10 billion francs in 
1980 to a deficit in 1981 of about 74 billion francs, or 2.4 percent of GDP. 
The public sector deficit for 1982 is officially projected at 95 billion 
francs, but by mid 1982, it had become obvious that the deficit would be 
considerably higher. At the time of the devaluation in June, the government 
announced that it would limit budget spending and find ways to limit the 
social security deficit so that the total would be kept to the original 
estimate of not more than 3 percent of GDP. Demand and employment are to be 
sustained through a rise in social benefits and an increase in budgeted 
outlays on wages and salaries in order to expand public sector employment. 
Appropriations for capital expenditures are to increase 28 percent over the 
1981 budget, with particular emphasis on housing construction and renovation. 
Capital spending is also designed to foster supply by increased subsidies to 
industry, particularly in selected high technology sectors. The first 
supplementary budget -- amending the original budget -- was introduced in 
May. It provided for modest tax relief for business, balanced by an increase 
in the VAT rate. It also provided for increases in investment by the 
nationalized companies, to be funded by requiring the state-owned banks to 
lend directly to the enterprises concerned. 


Monetary expansion during most of 1981 had been running way ahead of the 10 
percent target, as Ml surged ahead during the second and third quarters, 
putting the M2 expansion rate by August on a 17 percent slope. During the 
last four months of the year, however, the rate of increase slowed to a 
virtual halt, bringing the year's increase to 11.6 percent, only slightly 
above the target and below the rate of growth of nominal GDP (12.2 percent). 
This slowdown was partly a result of movement of funds into the bond market 
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SECTORAL PERFORMANCE 


The Government of France has started to develop strategies to deal with 
France's industrial sectors and to take account of the nationalizations in 
banking and industry. In all of the discussions of industrial strategy the 
government wants to recapture the domestic market through product improvements 
and competitiveness. The government also expects these efforts to increase 
exports. Targets for lower import consumption and higher export production 
are being formulated for a number of sectors. Strategies and targets have 
been announced for the wood, leather and machine tool industries and are under 
development for at least ten other industries including major problem sectors 
such as steel, chemicals and textiles. These latter continue to stagnate. 
However, other sectors such as aerospace, electronics, and armaments are 
growing. A review of the activity in a sampling of key sectors affords 
serspectiveon the state of the French economy and on the trade and 
investment prospects in France for the United States. 


ENERGY. Energy consumption in France during the period Jan-Aug 1981 declined 
slightly, down from 121.4 in 1981 to 119.4 million tons oil equivalent 

(MTOE). The consumption by type of energy in percent was: coal, 17; natural 
gas, 13; petroleum, 50; hydroelectric, 12; and nuclear, 8. The major changes 
have been in the shares supplied by petroleum and nuclear energy. In 1973 
petroleum provided 67 percent of French energy; in 1980 the figure was 54 
percent. In the Jan-Aug period petroleum consumption declined to 59.2 from 
63.9 million tons in the same period of 1980, for 50 percent of total energy 
consumed. Government programs plan to reduce petroleum usage to 30 percent of 
the nation's energy consumption by 1990. Nuclear energy's share of energy 
consumption has risen from 4.4 percent in 1979 to the present 8 percent. 
Nuclear plants supply more than one-third of France's electricity. The 
Government is also encouraging energy conservation and a switch from petroleum 
to coal for utility and industrial consumers. Two billion French francs (over 
$350 million) are earmarked for grants to energy conservation projects during 
1982. However, except in the cement industry, a significant shift to coal has 
not taken place. In the long term the Government of France wants secure and 
diverse energy suppliers and views U.S. coal as potentially one of its 
principal energy suppliers. 


STEEL. French steel production declined by 8.2 percent in 1981 to 21.3 
million metric tons (MMT). During the last quarter of 1980 and throughout 
1981 the European Commission imposed obligatory quotas on steel production in 
member states. At the same time the Commission and the industry initiated 
progressive price increases so prices would ultimately cover costs. The 
Commission has concluded agreements that cut the exports of the 14 principal 
exporters of steel to the Community by 12.5 percent. The intention is to 
return the European industry to a profitable state so that restructuring can 
proceed smoothly. However, the state of economic activity in Europe and in 
the steel industry's principal export markets, especially the United States, 
continues to depress sales. Moreover, the antidumping and countervailing duty 
cases of the US industry against European steel imports have greatly upset the 
European industry, which sold 6 MMT of steel in the United States in 1981. 





The new Administration has nationalized the two principal steel producers, 
USINOR and SACILOR, over which the Government already had effective control. 
European-US steel trade problems bear watching because they may trigger broad 
protectionist measures in the European Community. 


CHEMICALS. Low demand and strong competition from US chemical producers made 
1980 a difficult year for the major French chemical companies. The industry 
hoped to do better in the domestic/EC market due to the sharp increase of the 
dollar versus the franc and to reduce costs via retrenchment in the industry. 
Contrary to expectations, 1981 was a difficult year and has left many firms in 
worse financial shape than at the end of 1980. For the first time in six 
years, the volume of the industry's sales fell, by 2.4 percent. Some sectors 
of the industry, particularly petrochemicals and plastics, were much harder 
hit than the overall decrease would indicate. Almost all the larger chemical 
producers, who had hoped to rebuild their financial structures in 1981, had 
further heavy losses, most specifically C de F-Chimie, Chloe, 
Pechiny-Ugine-Kuhlman and Rhone-Poulenc. Only the pharmaceutical firms had a 
relatively prosperous 1981. Nationalization of the major French chemical 
firms will place the restructuring problem in the Government's lap. 


TEXTILES. Consumption of textiles and apparel during 1981 was valued at 19 
billion dollars, accounting for 6 percent of household consumption. Textile 
imports reached 4.75 billion dollars and apparel imports reached 1.11 billion 
dollars. The textile industry is experiencing serious financial difficulties, 
but following the acceptance of the new Multifiber Arrangement (MFA), the 
Government intends to increase financial assistance to the industry for 
restructuring. Government credits of 1 billion French francs per year are 


already available for investments in new machinery and quipment. 
Restructuring may provide opportunities for US exporters of 
technologically-advanced machinery and equipment. 


MECHANICAL CONSTRUCTION. Detailed notes on this sector, which includes 
machine tools and robotics, were provided in the Economic Trends Report for 
France published in October 1981. The industry, as anticipated, has 
experienced a further decline in turnover during 1981. Financial situations 
of several large firms are tight, but future projects, like the six new 
nuclear reactors for which construction will begin in 1982-83, will assist 
major firms such as Creusot-Loire. Financial restructuring and mergers are 
anticipated in this industry. 


The Government has announced a three-year plan to assist the machine tool 
industry. It was developed by a group of machine tool producer and consumer 
industry executives and Ministry of Industry civil servants. The Government 
is to make more than 4 billion francs (725 million dollars) of aid available. 
The target is to reduce imports from the present 60 percent of market to 30 
and to increase exports of domestic production from the present 15 percent to 
35. Ministry of Industry officials claim that these targets will be achieved 
through improved technology and efficiency rather than by protectionist 
measures. New groupings among existing firms and joint ventures with foreign 
producers are anticipated. Press reports indicate that discussions are 
already underway with Japanese machine tool firms. French industry must 
re-equip to maintain its export competitiveness. Joint-ventures may become a 
more significant element of foreign participation in the French market. 





ELECTRONIC COMPONENTS. The French market for all types of electronic 
components should show an increase of 30 percent between 1980 and 1985. The 
major portion of this growth will be in the active component segment; it is 
estimated to go from the $775 million of 1980 to $1,250 million in 1985. Much 
of this market growth will be met by increases in domestic production of 
integrated circuits from new facilities created by French and American 
companies. Nevertheless, France will remain a strong market for US components. 


COMPUTERS. The rate of growth in the number of installed computers in France 
has averaged 22 percent over the past ten years; there are now more than seven 
times the number of computers in use than in 1971. There is no indication of 
a slowing of this strong growth rate. However, there has been a remarkable 
shift in the mix of computers being installed. Most of the current growth is 
accounted for by systems costing less than 1.6 million French francs 
(approximately $300,000). From 1980 to 1981 the number of installed computers 
priced under 1.6 million FF increased by 28 percent, while those above that 
price increased by only 1.7 percent. 


The French have enthusiastically accepted the micro-computer as a management 
tool. For the immediate future this recent trend will continue, or even 
become stronger as the performance/price ratio of small computers continues to 
rise. 


AUTOMOBILES AND PARTS. After two years of decline, French automobile 
production and sales picked up in the first five months of 1982. Production 
during this period stood at 1,112.895 units, an increase of 6.4 percent over 
the same period in 1981. French exports went up by 9.7 percent, to 55 percent 
of production. Domestic sales rose by 8.8 percent to 802,542 units. Imports 
rose to 28.60 percent of French car registration, up from 28.15 percent in 
1981 and 23.10 in 1980. Foreign manufacturers -- particularly from Germany 
and Italy -- took advantage of this situation, and achieved a market share of 
32.3 percent in May 1982, an all-time record. 


The market for parts has reportedly remained strong during 1981 because French 
car owners have maintainedandrepairedtheir vehicles rather than buy new 
ones. 


AEROSPACE. On both the military and civil side, the French aerospace industry 
continued to increase production during 1981. Large investments were made in 
computer and numerically controlled machine tools and other equipment and in 
computerized stocking facilities. The final consolidated turnover figure for 
1980 was 35,173 million French francs (approximately 8,232 million dollars) of 
which 20,504 million francs was exported, an increase of 27.3 and 30.8 percent 
respectively over 1979. One estimate places exports in 1981 at over 30 
billion francs. Airbus has taken just over 50 percent of new orders worldwide 
for aircraft in its size range, 46 orders in 1981 for A-300's and A-310's 
versus 41 in 1980. Helicopter sales exceeded 700 in 1981 versus 639 in 1980. 
The Ariane rocket delivery system, after the success of its final test flight 
in late 1981, has won a number of contracts, particularly with American 

firms. Western Union, GTE, and Southern Pacific Communications have signed 
contracts and Intelsat, STE-Comsat, and CBS/DBS are in negotiation. The 
French industry has also increased its participation in multilateral 
production programs, notably the Boeing 767 project. 
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have expressed concern that the Government not employ protectionist measures 
to achieve its industrial goals. 


The problem for the Government is how to be responsive to the concerns of the 
electorate, paticularly with regard to unemployment. Pressures are likely to 
build for the Government to exercise more direct control over the economy, but 
this tendency to dirigisme, which has a long and honorable history in France, 
is counterbalanced by widespread recognition that economic expansion and 
employment come from small anc medium enterprises. The Government's 
industrial policy envisages a dynamic private sector assisted by the 
nationalized banking system, led by the nationalized sector of large 
corporations and shaped by the Government. 


INVESTMENT CLIMATE 
The new Socialist Government appears to be continuing the practice of previous 
French governments in welcoming foreign direct investment on a selective 
basis. Few general guidelines have been published, and decisions on 
investment applications are taken on a case-by-case basis. Foreign investments 
are watched closely in several sectors of new or high technology where the 
French Government fosters domestic industry capacities. In certain depressed 
and less-developed areas, investment incentives are sometimes available to 
encourage job creation. Occasionally uncertainty arises whether an individual 
foreign investor's application will be approved. An application may 
experience long delays rather than an outright refusal. 


The election in May 1981 of a Socialist President for a 7-year term and in 
June of a Socialist Government has introduced a degree of uncertainty into the 
business climate. The new Government's statements and actions to date, as 
noted above, do not suggest that its attitude towards foreign investment is 
significantly different from that of the previous government. In fact, the 
Government may be somewhat more open than the previous one to investments that 
create employment. It remains to be seen how foreign investors and foreign 
controlled companies will be treated in sectors that will be dominated by 
nationalized enterprises or in areas where the government hopes to increase 
the presence of French companies generally. There is also the question of how 
much the new workers rights proposed by the Government will restrict 
management's freedom of action. However, France remains under the imperative 
of developing or acquiring new technology and innovative and more efficient 
industrial techniques. We believe therefore that foreign investment will 
continue to be authorized on a selective basis. 


IMPLICATIONS FOR THE UNITED STATES 


The United States and France have an active and long-standing trading 
relationship. French imports of US goods rose sharply in 1979 and 1980 when 
the French economy was prosperous and the exchange rate hovered in the range 
of 4 to 4.5 French francs to the dollar. At the end of 1981 the exchange rate 
was approximately 5.8 francs to the dollar. The table in this section shows 
principal French imports from the United States for 1980 and for the first 
half of 1981 compared to the first half of 1980. Despite the sharp increase 
in the value of the dollar during 1981, French Customs' tentative 1981 trade 





figures show an increase of French imports from the United States of 
approximately 15 percent in value over 1980. 


The high value of the dollar is a serious brake on imports from the United 
States, but the consistent competitive advantage of US manufactured goods i 
the French market is their quality and technical sophistication. US import 
play an important role as components of French exports, particularly in the 
aerospace field. French industrial equipment that is exported often uses US 
components because of their technology, quality and the availability of 
world-wide after-sales service. The higher value of the dollar does mean that 
the normal commercial considerations in the French market are more important 
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than previously and will require more attention from US manufacturers and 
exporters: credit terms, quality, delivery times, after-sales service, 
innovative solutions to customers' problems, style and design, and 


French-language literature, correspondence and instruction manuals. 


The industrial strategy and social changes being introduced by the Government 
may provide new opportunities for US exporters. For example, the French 
capital goods industry is being encouraged and assisted to meet the needs of 
French industry, but the demand on French manufacturers to remain 
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n the face of increased labor and social costs 


internationally competitive i 
will force them to seek highly productive equipment which the French capital 


goods industry may not be i position to produce quickly. Trade 


opportunities could thus devel for robotic equipment and integrated 
computer-controlled manufacturing systems. The pattern of French imports from 


the United States as shown in the table in this section is likely to 


continue. Some specific areas which appear to offer good prospects for the 


sale of US products are computers, especially mini-computers, and peripheral 


equipment; electronic components; laboratory and scientific instruments and 
printing and graphic arts, construction and building, security, health care, 


process control, aircraft, space and avionics equipment. 





FRENCH IMPORTS FROM THE UNITE) STATES 
(Figures are in millions of French francs) 


Category-Product 1981 
Entire 
Year 


Energy 4,819 
Coal 3,899 
Refined Petroleum 922 


Minerals 522 


Metal and Products 
Non-ferrous Metals 
Semifinished Non-ferrous 


Chemicals and 
Related Products 


Mechanical/Electrical 
Machinery and Equipment 
Electronic Equipment 
Industrial Equipment - 
Other than Machine Tools 
Aeronautical Equipment 


Household Appliances 
Autos and Motorcycles 


Other Wheeled Vehicles 
and All Vehicle Parts 


Consumer Goods 
Shoes 44 


Furniture 29 41 


12 Miscellaneous LS 53 


1980-81 
Percent 
Change 


+a 
+ 90 
+122 


Source: From a series developed by the French National Economic Statistics 
Institute on the basis of French Customs statistics. 








You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
Trends and their Implications for the United States 
offer country-by-country reports with the information 
you need to succeed in overseas business. 


ARE 
YOU 
EXPORTING 
BLINDFOLDED? 


Overseas Business Reports (OBR’s) —40 
a year—bring you detailed information on overseas 
trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 
U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

® population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


oe Credit Card Orders Only 
Enclosed is $________ 0) check, 
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